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To The Shareholders 


The Company’s 1977 fiscal year was totally 
dominated by the results of the Company’s 
exploration and development activities in 
Brazos County, Texas, approximately 100 miles 
north of Houston. The initial production in 1977 
from this project contributed to new all-time high 
levels of oil and gas revenues, cash flow, and 
earnings. The Company’s current net daily 
production of 3000 barrels of oil and 10 million 
cubic feet of natural gas is substantially higher 
than the average daily production for 1977, and 
iS an indication of the significantly higher 
earnings from oil and gas operations that are 
expected in 1978. 


Development of the Company’s oil and gas 
leases in Brazos County will continue to take 
priority during 1978. Since September 30, 1977, 
a further 17 development wells have been 
drilled, bringing to 37 the number of 
consecutive successful oil wells that the 
Company has drilled or participated in since the 
discovery well was drilled in 1976. It is expected 
that a minimum of three wells per month will be 
drilled by the Company during 1978. In addition 
to the Company’s drilling activities, a large 
number of wells are being drilled by other 
operators in the immediate area of the 
Company’s lands which will assist in defining 
the size of this oil discovery made by the 
Company during June of 1976. A gas gathering 
system is presently under construction and is 
expected to be completed by April 1, 1978, and 
a preliminary reservoir engineering study is 
being made to determine the feasibility of 
increasing the amount of recoverable oil 
through the implementation of a secondary 
recovery scheme. 


The capital expenditures of $9.5 million incurred 
in 1977 were financed from cash flow, the 
proceeds from sale of certain gas properties, the 
proceeds of a successful rights issue to all 
shareholders and a convertible debenture that 
was placed privately with institutional investors. 
Such debentures were converted to common 
shares prior to September 30, 1977. The 
Company has negotiated bank financing with 


both Canadian and U.S.A. banks which together 
with its working Capital of $5.7 million will enable 
it to conduct its 1978 capital expenditure 

program that is expected to exceed $12 million. 


In addition to the higher levels of cash flow from 
oil and gas operations forecast in 1978, the 
company will benefit from the fact that an 
increasing percentage of cash flow is generated 
in United States funds which are presently at a 
premium of approximately 10% over Canadian 
funds. 


Exploration continues to be relatively more 
attractive in the U.S.A. than in Canada for the 
small and medium-sized companies. 
Prospective exploratory lands can be 
accumulated at more reasonable prices than is 
the case in Canada where the acquisition cost 
of exploration acreage has become almost 
prohibitive. Production of both oil and gas can 
commence almost immediately at relatively 
unrestricted rates in the U.S.A. whereas long 
delays are generally experienced in Canada 
before production can be placed on stream. 


Unless the Canadian regulatory authorities allow 
natural gas to be exported to the U.S.A., new 
gas reserves will not come on stream until 1980 
and this fact, along with the Canadian 
prorationing scheme that restricts crude oil 
production, will encourage companies such as 
Bonanza to continue to explore for oil and gas 
reserves in the United States. 


The achievements of 1977 would not have been 
possible without the combined efforts of a highly 
dedicated staff and a competent group of 
professional consultants. To these people, the 
Board expresses its gratitude. 


Submitted on Behalf of the Board 


fekn~ VY Bag 


J. J. Fleming 
President 


Company History and Management Profile 


Amalgamated Bonanza Petroleum Ltd. is a 
Calgary-based petroleum and natural gas 
company engaged in conventional exploration 
and development in Western Canada and the 
Southern United States. The Company has been 
concentrating its efforts in Louisiana and Texas 
in the United States and in the Plains area of 
Alberta in Canada. 


The Company was originally incorporated in 
Alberta as Canadian Bonanza Petroleum Ltd. in 
September, 1966, and became a public 
company with a listing on the Calgary Stock 
Exchange a year later, after successfully raising 
$200,000 by the sale of 500,000 common 
shares. In 1969 Frisco Petroleums Ltd. was 
acquired in exchange for cash and stock, and 
this acquisition provided the company with its 
first significant petroleum and natural gas 
production. Frisco had an interest in 50 oil wells 
and 13 gas wells in the Countess-Lathom area 
of southeastern Alberta. The develooment of 
these properties was financed with a 
$2,500,000 production loan and a further 
$500,000 private placement. All of the shares of 
Frisco Petroleums Ltd. were sold in 1972 to 
Canadian Industrial Gas & Oil Ltd. (CIGOL), 
now part of Norcen Energy Resources Limited, 
in exchange for 755,000 CIGOL common 
shares valued at $10.00 each. CIGOL also 
assumed approximately $3,000,000 of 
production debt. After a tax-free distribution of 
65¢ per share in CIGOL stock, Bonanza 
concluded its 1972 fiscal year with $3,000,000 
in the treasury. Bonanza then embarked on a 
program of low-risk oil and gas projects in 
Alberta to establish long-term sources of cash 
flow. At the same time, a subsidiary, Bonanza 
International Petroleum Ltd., was created to 
engage in higher risk exploration in Louisiana 
and other foreign areas. During 1973, 25% of 
this subsidiary was sold in a public share 
offering for $1,260,000 to provide exploration 
funds. A further $1,572,000 was raised in late 
1973 in a rights issue to Bonanza International 
shareholders. 


In order to remove certain conflicts in respect to 
the allocation of exploration funds, Canadian 
Bonanza and its subsidiary, Bonanza 
International were merged in April, 1974, to form 
the present company, Amalgamated Bonanza 
Petroleum Ltd. During 1977 the Company raised 
approximately $9,000,000 through the issuance 
of convertible debentures and a rights offering 
made to all shareholders. 


As.a result of its exploration and development 
efforts since 1972 and its program of property 
acquisitions, Bonanza has established net North 
American production of 3000 barrels per day of 
crude oil and 10.0 MCF/D of natural gas from a 
proven reserve base of 14 million barrels of oil 
and 122 BCF of natural gas. 


The operating philosophy of the Company’s 
management has been to maintain a small 
professional staff whose Combined abilities 
cover the disciplines of geology, petroleum 
engineering and finance. The officers of the 
Company are John J. Fleming with 16 years 
experience in finance and William A. Bell with 
20 years experience in geology. The Company 
has been able to maintain its flexibility by 
utilizing Outside consultants and Joint Venture 
Partners for drilling and production operations 
and contract service groups to provide drafting, 
accounting, and other services. 


Exploration and development has been 
restricted to conventional exploration regions in 
North America with specific emphasis on 
programs in Alberta, Louisiana, and Texas. In 
these regions, there is ready access to markets 
such that development of production can 
proceed almost immediately after the 
exploration phase. As well, field operators are 
readily available and production loan financing 
can be obtained with a minimum of difficulty. 
Given this approach Bonanza has been able to 
increase the stock market value of the Company 
approximately sixty-fold since 1972, from $3.0 
million at that time to approximately $180 million 
in December 1977. 


me 


va 
“ 


ee 


Amalgamated Bonanza Petroleum Ltd. 


Proven Reserves — September 30, 1977 
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Fee 64% W.1. in approx. 54,000 Acres 
oo 32% to 64% W.1. in 12,000 Acres 
Le 8% to 18% W.1. in approx. 9,000 Acres 
Xt Gas Well @ Oil Well 


© Location ~O- Dry Hole 


Operations / USA 


United States 


During 1976, the Company drilled a total of 23 
wells in the United States resulting in 20 oil 
wells, 1 gas well, and 2 abandonments. 
Although the majority of the Company’s 1977 
activities were concentrated in Brazos County, 
Texas, it is expected that, during 1978, as the 
Brazos project becomes more of a develooment 
project, additional time will be devoted to new 
exploratory projects in the southern part of the 
United States. 


Brazos County, Texas 


The Company has a 64% interest in 
approximately 54,000 acres of petroleum and 
natural gas rights in the northern part of Brazos 
County, Texas. In addition, the Company has 
acquired interests varying from 8% to 64% ina 
further 21,000 acres contiguous with the 64% 
owned properties. Since the drilling of the 
discovery well, Bonanza Schram No. 1, in July, 
1976, which encountered light gravity oil in the 
Woodbine formation at approximately 8300’, the 
Company has, to September 30, 1977, 
participated in the drilling of a further 19 wells, 
all of which have encountered oil in the 
Woodbine-Eagleford (Woodbine) formation. 
Subsequent to September 30, 1977, a further 17 
successful Woodbine oil wells have been drilled 
bringing to 37 the number of successful oil wells 
drilled from the inception of the project to 
December 31, 1977. The locations of all wells 
drilled to date by the Company and by others 
are shown on the attached map. 


This discovery has been officially designated 
the Kurten Woodbine Field. Oil production to 
date is from four separate Woodbine sands of 
Upper Cretaceous age which occur within a 
gross sand and shale interval of approximately 
650 feet. Individual sands vary from 4 feet to 54 
feet with each sand having its own distribution 
pattern. Several wells have encountered all four 
sands productive with each well generally 
producing from only one sand at any given time. 
Production varies from 50 barrels per day to 380 
barrels per day with current production 


averaging 130 barrels per day per well. The 
production allowable for the field is 380 barrels 
per day per well. 


Delineating an area of potential production is 
made difficult by the multiplicity of sands which 
will doubtless exceed the four currently 
producing. Mapping within the field indicates a 
general thinning to the north which is further 
confirmed by the presence of only minor 
quantities of sand in the Halbouty well drilled in 
1964 and thin non-commercial sand in two 
recently abandoned wells Coffman Porter #1 and 
Pate #1. Wells drilled to the east in Grimes and 
Madison counties confirm the presence of 
productive sand in that direction although 
increasing shale content restricts its 
oroducibility. In a southerly direction the 
Cayuga Vick well which has no sand in the 
Woodbine interval may delineate the productive 
area in this direction but the lack of sand could 
be a local anomalous condition. The Cayuga 
Cobb #1 and Saxon #1 wells which have sands 
correlatable with the main field area and gross 
sand thicknesses of 42 and 48 feet respectively 
have recently been completed as flowing wells 
indicating continuous sand at least this far 
south. The western portion of the Company’s 
lands are virtually untested. The Bonanza #1 
Guest well (four miles southwest of the Kurten 
Field) reached total depth during December, 
1977. The well encountered 30 feet of 
potentially productive Woodbine sand which 
appears correlative with the field and as such 
would be a significant extension. The closest 
well to the Guest well in a westerly direction is 
the currently drilling Amoco Texas A&M well just 
west of the Brazos River in Burleson County. 
This well is rumoured to have no Woodbine 
sand but a large area still remains to be 
explored between the Guest #1 and Texas 
A&M wells. | 


In addition to the Woodbine sands, indications 
of hydrocarbons have been encountered in the 
shallow Wilcox sands, the Austin Chalk 
immediately overlying the Woodbine, the Buda 
at the base of the Woodbine and in the 
Glenrose of Lower Cretaceous age. The Tatum 
#1 well after encountering mechanical 
difficulties tested 100 Mcf per day from the 
Glenrose prior to being completed in the 


Woodbine and the recently drilled Guest #1 
eight miles to the southwest tested 
approximately 500 Mcf per day from the same 
zone at an elevation 500 feet structurally lower 
than the Tatum #1. The Guest well is currently 
being acidized on the premise that the 
production rate can be materially improved. Any 
decision as to testing the Woodbine sand will be 
dependent on test results from the Glenrose. 


It is expected that a minimum of three drilling 
rigs will be used during 1978 on a continuous 
basis to define the limits of the Kurten field. The 
Company also plans an exploratory program to 
test the remainder of the acreage block which 
will also see it participating in exploratory wells 
with several other companies, particularly along 
the southern and western extremities. 


During December, 1977, gross production from 
the field was approximately 3000 barrels per 
day and will increase as development drilling 
continues and wells already drilled are 
completed and placed on stream. Preliminary 
reservoir engineering studies are being made to 
determine the feasibility of implementing a 
secondary recovery scheme. A successful 
waterflood program would maintain or improve 
the productivity of the wells and would 
significantly increase the ultimate amount of oil 
recovered from the field. 


Solution gas is produced with the oil production 
and is presently being flared. A gas gathering 
system is now under construction, and it is 
expected that initial gas sales of three to four 
_million Cubic feet per day will commence during 
April, 1978. The Company has negotiated a gas 
contract calling for an initial price of $2.00 per 
thousand cubic feet which when adjusted for 
the B.T.U. content of the gas, should yield 
approximately $2.50 per thousand cubic feet. 


St. Martinville, Louisiana 


Two wells were drilled during 1977 on this 100% 
owned prospect in South Louisiana. The 
Bonanza Labbe #1 was dry and abandoned 
and the Bonanza Bourque #2 was completed 
as an oil well. Cumulative production from this 
project from its initial discovery by the Company 
in 1973 to September 30, 1977, was 500,000 
barrels of oll and 1.5 billion cubic feet of natural 
gas having an aggregate market value in 
excess of $5 million. As is typical with salt dome 
production, each of the wells in the project have 
several hydrocarbon zones behind pipe which 
will be produced in the future after the lower 
zones have been gradually depleted. With such 
recompletions, it is expected that the Company 
will be able to maintain its Current production of 
approximately 400 barrels of oil per day from 
this project for a number of years. 
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Operations / Western Canada 


During the year ended September 30, 1977, the 
Company participated in the drilling of 15 wells 
in Canada which resulted in 12 gas wells, and 3 
dry holes. 


The Company has met with considerable 
success in developing low cost sources of cash 
flow from various oil and gas prospects in 
Alberta and Saskatchewan. Bonanza now has 
wells producing or capable of producing natural 
gas in a number of fields including Bashaw, 
Cessford, Countess, Hughenden, Kirkwall, 
Jeans, Knopcik, Lake Newell, Oyen, Sedalia, 
Provost, Rosemary, Turin, and Wintering Hills. 
Oil production is derived from interests in 
Pembina, Bellshill Lake, Virginia Hills, Watts, 
Windfall and Wintering Hills. Details of three 
areas in which the Company has been active 
during 1977 are as follows: 


Hatton (Saskatchewan) 


This property consists of 35,000 acres in which 
the Company has a 45% working interest. 
Twelve wells are now on stream producing 
approximately 8 million cubic feet per day. Two 
successful development wells were drilled 
during 1977 on these lands which are now 
approximately 25% developed. Additional 
development will be carried out when the 
Province of Saskatchewan grants additional gas 
contracts for those gas reserves known to exist 
in the province. 


Hughenden 


During 1977 two wells were drilled on this 
property which resulted in a 100% owned viking 
gas discovery and a 662/3% owned dual viking 
and glauconitic gas discovery. The lands 
comprise an area of approximately 8000 acres. 
Development drilling to determine the extent of 
the reserves in this area will commence during 
1978 with the prospect that initial gas sales 
could commence during 1979. 


Knopcik 


The Company owns interests varying from 13% 
to 55% In shallow gas rights in approximately 
14,000 acres in this area of northwest Alberta. 
Oil and gas rights to all depths are owned in 
approximately 5000 acres. Four successful gas 
wells have been drilled on the Company’s 
acreage proving gas reserves in the shallow 
zones. Recently, significant gas discoveries in 
the deeper zones by other operators in the 
immediate area have enhanced the value of the 
Company’s lands. It is expected that a deep 
test will be drilled on the Company's land during 
the first half of 1978. 


Bashaw 


The Company sold certain petroleum and 
natural gas rights during 1977 in the Bashaw 
area of Central Alberta for a total consideration 
of $2,600,000. The Company retained interests 
varying from 4 - 19% in approximately 1640 
acres in this area which includes two productive 
gas wells and an interest in the natural gas 
processing plant. 


an 


Land Holdings and Reserves 


The proven crude oil and natural gas reserves 
of the Company as at September 30, 1977, 


Gross 
1,600,800 


12,518,500 
14,119,300 


The gross reserves represent the Company’s 
working interest in the reserves before 
deducting royalties. The net reserves are after 
deducting all royalties. The reserves in the 
United States are primarily in Brazos County, 
Texas, and represent only those reserves 
considered to be proven by drilling to 
September 30, 1977. The lands in Brazos 
County to which reserves have been attributed 
as at September 30, 1977, are outlined in the 
map appearing elsewhere in this report and 
encompass an area of approximately 9000 
acres out of the Company's total land holdings 
of approximately 75,000 acres in this project. 
Subsequent to that date, 17 additional wells 
have been drilled in Brazos County which have 
significantly increased the reserves attributable 
to the Brazos project. Additional reserves that 
may be recoverable by the successful 
implementation of a secondary recovery 
scheme have not been included. 


At the present time the Company is realizing 
$12.08 per barrel for oil sold in Brazos County, 
Texas and $10.75 for oil sold in the province of 
Alberta. Natural gas is contracted for $2.50 per 
MCF (after being adjusted for B.T.U. content) in 
Brazos County, Texas, and is expected to go on 
stream during April, 1978. Natural gas in 
Canada is being sold at various prices ranging 
from $1.45 per MCF in Alberta to 40 cents per 
MCF in the province of Saskatchewan. 


he 


CRUDE OIL 
(barrels) 


were estimated by independent engineers as 
follows: 


NATURAL GAS 
(billion Cubic feet) 
Net Gross Net 


1,238,000 90.175 67.462 
8,955,000 31.990 22.900 


10,193,000 122.165 90.362 


As at September 30, 1977, the Company's 
holdings of oil and gas leases and rights were 
as follows: 


ACRES 
GROSS NET 
CANADA 
Alberta tee eee 293,566 77,179 
SSASkKaiC ew alii aaa 34,655 15,596 
Otheb 24.5, eee 22,972 lee 
351,193 93,907 
UNITED STATES 
Texas) ee ee eee UC28) 41,487 
OthGin. ae. eee ene 1 ee eae 119,189 17,160 
194,512 58,647 
545,705 15255504 


Financial 


During the year ended September 30, 1977, 
cash flow from recurring oil and gas operations 
was $3,571,404 (93 cents per share) as 
compared to $1,907,579 (53 cents per share) in 
the prior year. Net earnings from recurring 
operations was $1,398,151 (36 cents per share) 
as compared to $711,892 (19 cents per share) 
in the prior year. 


In addition, during the 1977 fiscal year the 
Company sold a portion of its producing gas 
properties in the Bashaw area of central Alberta 
for a cash consideration of $2.6 million realizing 
a net after tax gain of $1,310,701 (34 cents per 
share). 


During December, 1976, the Company placed 
privately with institutional investors $2,750,000 
unsecured debentures convertible into common 
shares of the Company at $6.25 per share. All 
such debentures were converted prior to the 
Company’s fiscal year end. 


Under the terms of an offering dated August 4, 
1977, the Company issued to shareholders 
rights to subscribe for one additional common 
share for each ten common shares held at a 
price of $15 per share. The rights expired on 
August 24, 1977, as of which date a total of 
413,101 shares were issued for a net cash 
consideration of $6,042,116. 


During the year, the Company declared and 
paid its third successive dividend. The 
Company will be capable of paying future 
dividends at significantly higher rates with the 
much higher levels of cash flow that will be 
realized in 1978 and subsequent years. 
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STOCK TRADING 


The shares of the Company are listed on the 
Toronto Stock Exchange and were the most 
actively traded oil and gas stock on that 
exchange during 1977 with more than 6.4 
million shares being traded. The closing market 
prices of shares of the Company during the past 
two years were as follows: 


3 MONTHS ENDED HIGH LOW 

WW AGHINIEVCO A tusain stseaa bak nal ec Ss 6) WAS $ 2 '/2 
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Amaigamated Bonanza Petroleum Ltd. 
and Subsidiary Companies 


Consolidated Statement of Earnings 
Year Ended September 30, 1977 


REVENUE 


Ciland gas production =. 
Imieresi and olher income |... ss ee, oo 


EXPENSES 


Olan das oroduclion oe . 2 


Genelia anc aqministialive =... 


Interest .... 


Pibella mOvaly lax Credit 0 2 


FUNDS GENERATED FROM OIL AND GAS 
PRODICNGOPERATIONS «ss _ 


CHARGES NOT REQUIRING FUNDS 
Deplieicn and deniecigiioOn 
Non-productive exploration costs written off ................ 
Deleiied income taxes... oe 


PARNINGS BEFORE UNDERNOIEDIIEMS...... _ a 


Gain on sale of oil and gas properties, 
net of applicable deferred income 


taxes of $846,000 (1976 — $1,010,000) ........... oe 
NE EARNINGS 24... a . 


PER SHARE 


Funds generated from oil and gas 


producmg operations. a 


Net earnings 


1977 


$4,764,678 
198,773 


4,963,451 


834,286 
392,062 


353,699 
1,580,047 


3,383,404 


188,000 


3,571,404 


760,573 
328,680 


- 1,100,000 
2,189,253 
1,382,151 


1,310,701 
$2,692,852 


$.93 


$68 


1976 


$2,426,782 
266,732 


2,693,514 


362,978 
278,164 
196,293 


837,435 


1,856,079 


51,500 


1,907,5/9 


659,487 
150,000 
386,200 


1,195,687 
7(1 082 


1, (60 359 
$2,472,251 
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Amalgamated Bonanza Petroleum Ltd. 


and Subsidiary Companies 


Consolidated Balance Sheet 
September 30, 1977 


ASSETS 


CURRENT ASSETS 
Gash and shot-ierm Geposis |... 
ACCOUNTS feceivable = 
Receivable from sale Of properties ........ =... 
Inventory of Supplies, at lower of 
cost and netrealizable Value «2 


FIXED ASSETS 


Petroleum and natural gas leases and rights 

together with exploration development and 

equipment tereon, al COSt..... 
Accumulated depletion and déprecialion .... 


Approved by the Board: 


Mehr Sf Bawing oe 
ge, EA 


1977 


$ 3,395,067 
3,629,546 
2,600,000 


9,624,613 


24,393,458 
2,040,480 


22,352,978 


$31,977,591 


1976 


$ 527,894 
2,010,879 
210,799 


2,749,572 


15,685,514 


1,329,009 


14,356,505 


$17,106,077 


LIABILITIES 


1977 1976 
CURRENT LIABILITIES 
Accounts payable anc acciued Charges... ................. $ 3,839,996 > 2,320 9032 
ee eS Llmrrrrrrr———C rs — 167.435 
BN PAOUUCTION LOANS (nole2)........sss tt. 3,398,891 3,307,000 
De ere FiCOME (AxXeS...lLU...ttit—“‘C(‘(‘(‘“(“(‘<‘C‘<“‘CCC(C‘“(CR 3,914,600 1,968,600 
SHAREHOLDERS’ EQUITY 
CAPITAL STOCK (note 3) 
Authorized 
6,000,000 common shares of no par value 
Issued 
4609,30/ (19/6 - 35/1030) shares.................. 13,241,075 4,248,120 
PEIREDEARNINGS Mole 4)... it 7,583,029 5,088,990 
20,824,104 9,337,110 


Auditors’ Report 


To the Shareholders of 
Amalgamated Bonanza Petroleum Ltd. 


$31,977,591 


$17,106,077 


We have examined the consolidated balance sheet of Amalgamated Bonanza Petroleum Ltd. as 


at September 30, 1977 and the consolidated statements of earnings, retained earnings and changes 
in financial position for the year then ended. Our examination was made in accordance with generally 
accepted auditing standards, and accordingly included such tests and other procedures as we con- 
sidered necessary in the circumstances. 


In our opinion these consolidated financial statements present fairly the financial position of the 
company as at September 30, 1977 and the results of its operations and the changes in its financial 
position for the year then ended in accordance with generally accepted accounting principles applied 
on a basis consistent with that of the preceding year. 


Caigary, Canada 
January 5, 1978 


THORNE RIDDELL & CO. 
Chartered Accountants 
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Amalgamated Bonanza Petroleum Ltd. 
and Subsidiary Companies 


Consolidated Statement of Retained Earnings 
Year Ended September 30, 1977 


BALANCE AT BEGINNING OF YEAR .......... 4... 
Nel eamnings 2 6-5. 


Dividends... 2... 
BALANCE Al END OP YEAR... 


Consolidated Statement of Changes in Financial Position 
Year Ended September 30, 1977 


SOURCE OF FUNDS 


From ou and gas producing operations. .................. 
From other operations 
Proceeds on sale Oj oll and gas properties... 5. 


Bank production loans fel.............5 2... 3... 
issue of Common Shares (NOI 3). 


APPLICATION OF FUNDS 


Fixed assels 2... tt 
Deferred gas fevenue ................ .. 
Dividends 


INCREASE (DECREASE) INWORKING CAPITAL... 


Working Capital at beginning O| year... 
WORKING CAPITAL AT END OF YEAR... 


1977 


$ 5,088,990 


2,692,852 


7,781,842 
198,813 


$ 7,583,029 


1977 


$ 3,571,404 


2,600,000 
6,171,404 © 


91,891 


8,992,955 
15,256,250 


9,529,025 
167,435 
198,813 


9,895,273 


5,360,977 
423,640 


$ 5,784,617. 


1976 
$ 2,724,698 — 


5,196,949 
107,959 


1976 


$ 1,907,579. 


Selb te2 


5,125,361 
2,107,000 
164,690 


7,397,051 


7,823,663 
51,301 
107,959 


7,982,923 
(585,872) 
1,009,512 

$ 423,640 


_ Amalgamated Bonanza Petroleum Ltd. 
and Subsidiary Companies 


Notes to Consolidated Financial Statements 


Year Ended September 30, 1977 
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ACCOUNTING POLICIES 


a) Principles of Consolidation 


The consolidated financial statements include the accounts of the company and its 
wholly-owned subsidiaries, Bonanza Explorations Ltd. and Bonanza Resources Inc. 


b) Oil and Gas Properties 


The companies follow the full cost method of accounting for costs related to the explora- 
tion and development of petroleum and natural gas properties. Such costs are accumu- 
lated on an area of interest basis and are amortized on the unit of production method 
based on estimated recoverable oil and gas reserves in each area or are written off to 
income if exploration activities in any area are determined to be unsuccessful. 


Cc) Income Taxes 


_ The companies follow the tax allocation method of accounting under which the income 
tax provision is based on the earnings reported in the accounts. 
d) Foreign Currency Translation 
Amounts in U.S. currency have been translated to Canadian dollars on the following 
bases: 
(i) Current assets and current liabilities, at the rate of exchange in effect as at the 
balance sheet date; 
(il) Fixed assets, at the rate of exchange in effect at the date on which the respective 
assets were acquired: 
; (ii) Revenue and expenses (excluding depreciation and depletion which are translated 
at the same rates as the related assets), at the average rate of exchange for the 
year. 


_ BANK PRODUCTION LOANS 
The bank production loans ($3,210,000 U.S.) are evidenced by demand promissory notes 


and are secured by the company’s interest in certain petroleum and natural gas properties 


and a general assignment of accounts receivable. The loans are repayable out of future 


production proceeds and, accordingly, are not expected to require the use of existing work- 
ing capital; therefore, no portion of the loans have been reclassified to current liabilities. 


The estimated amount of bank loan repayments for the years subsequent to September 30, 


1977 are as follows: 1978 — $1,400,000 U.S.; 1979 — $1,200,000 U.S.; 1980 — $610,000 
aS . 2 


CAPITAL STOCK 


a) Changes in Outstanding capital stock during 1977 were as follows: 


Number of 
Common 
Shares Amount 
7 palance September 30,1976... 3,671,636 $ 4,248,120 
_ Shares issued 
= FOr cash on exercise of stock Options............. 134,600 303,882 
For cash on conversion of 
. INGOs CeDenIues ti 440,000, 2,646,957 
= Fol Cas) Of ngits olfenng l) .... es 413,101 6,042,116 


ese 0 oti ts | 4059307 $13,241,075 


19 


20 


(i) In December, 1976, the company issued $1,000,000 principal amount of 7% Con- 
vertible Debentures due December 15, 1981 and $1,750,000 principal amount of 9% 
Convertible Sinking Fund Debentures due December 15, 1983 for $2,646,957 cash, 
net of issue expenses of $103,043. During 1977 the debentures were coe into 
common shares of the company at a price of $6.25 per share. 

(ii) Under the terms of an offering dated August 4, 1977, the company issued to holders 
of its outstanding common shares rights to subscribe for one additional common 
share for each ten common shares held at a price of $15.00 per share. The rights 
expired on August 25, 1977 as of which date 413,101 common shares had been 
issued for $6,042,116 cash, net of issue expenses of $154,399. : 


b) As of September 30, 1977, options are outstanding which enable officers and ey 
~ employees to purchase 6,400 common shares at $2.62 per share, exercisable from time 


to time to April, 1979, and 18,000 shares at $2.00 per share, exercisable from time to 


time to January, lage 


DIVIDEND RESTRICTION 


The company is subject to the Canadian Federal Anti-Inflation Act eh provides for ihe 
restraint of dividends in Canada. Under the legislation the company is restricted in the pay- 


- ment of dividends during the year ended September 30, 1978 to a maximum amount of 


$673,000 based on its 1977 earnings. 


EARNINGS PER SHARE 
Net earnings per share have been calculated based on the weighted average number of 
common shares outstanding during the year. 


Fully diluted earnings per share for the year ended September 30, 1977 amount to §. 66, 
calculated on the basis of the following assumptions: 


a) The conversion of the convertible debentures at the date of their issuance in December 


1976; 
b) The exercise > of all options at the beginning of the vent 


c) The increase in net earnings by the debenture interest expensed during the year, net of 


income taxes, and by imputed earnings, after income taxes, from the proceeds that 
would jaye been received at Je beginning of the Ae on exercise of all stock oe 


DIRECTORS AND SENIOR OFFICERS’ REMUNERATION 


_ Remuneration to directors and senior officers (including the five highest paid employees) a 


the company for the year ended September 30, 1977 amounted to $157,396. In addition, the 


company granted under date of November 1, 1976, to certain directors and senior officers 


an overriding royalty on all non producing oil and gas properties subsequently acquired by 
the company. 


Consolidated Summary of Earnings 
Year Ended September 30 


1973 1974 1975 1976 1977 
Revenue : 
Oj and gas ploduction ............. $ 70,584 $618,946 $1,586,506 $2,426,782 $4,764,678 
interest and Giher income ........... o26,00% 206,881 130,932) 266/02 196,773 
Bo7,471 Bei eel 1/1/4009 2093014 40645 
Expenses 
Oil and gas prduenon Poe. 17,856 60,904 166,696. 3620/8 634,206 
Generaland administrate... ..... 171,943 23\2/4 219009. 278,164 392,062 
Weles| 2. 2. . S3,/1) 69,979 134,069 196,293 353,699 
. 272010 302157 520084 83/435 1.580.04/ 
123,964 465,670 1,197,045 1,856,079 3,383,404 
Alberta Royalty lax Credit .......... — — — 51,000. 166,000 
Funds generated from oil 
ang gas Operauons ......... 14... 123,901 465,0/0.. 1,497,045 1,907,579 3,571,404 
Charges not requiring funds 
Depletion and depreciation ,........ 57,168 188,187 463,884 699,487 60,573 
Non-productive foreign : 
Sogo... = 147,085 150,000 328,680 
Deiereg come faxes 10,000... 122500 261,500 386,200 1,064,000 


6/108. 310,667... 892469 1,195,667 2.173.253 


Earnings from continuing 


Opedicns 86798 154988 304576 711,892 1,308,151. 
Earnings (loss) from 
giscontinued Operations ............ or 19,100 (167,687) — — 
Net earnings before 
extraordinary items...... oo 86/93 (4003 (36,889 711,892 1,396,151 
Gain on sale of shares in 7 . 
subsidiatycompanies..... 978,900 . 189,672 = — 


Gain on sale of properties 
(net) of os deferred 
income taxes _ 


1876 410100001977 se4o000 © 1700859 1,810,701 
NeLEarmings ......... $1,065,693 $174,083 $ 326,561 $2,472,251 $2,708,852 
Per share 
Funds generated from oil | —. 
| and ges Operations |... . . oe S004 $042 $0.33 $0.53 $0.93 
Earnings from continuing 
Cepiaions $0.02 $0.04 $0.08 $0.19 $0.35 


Net earnings . $0.30 $0.05 $0.09 $0.68 $0.68 


AMALGAMATED BONANZA PETROLEUM LTD. 
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AND SUBSIDIARY COMPANIES 


